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Abstract

In the era of globalization, the development of countries with small open economies largely depends
on the intensity of the use of various forms of international economic relations. At the present stage
of development, the problem of competitiveness is central to the economic policy of the state. The
creation of competitive advantages over competitors becomes a strategic direction of its activities.
The purpose of the study is to identify factors that most significantly affect the competitiveness of the
economy. A comparative analysis of the countries-participants of the Eurasian Economic Union and
other integration associations in the global competitiveness rating was carried out. Multiple
regression model based on a sample of 50 countries was constructed to assess the factors affecting
competitiveness. The degree of influence of the Global Innovation Index, Index of Economic
Freedom and Logistics Performance Index on the Global Competitiveness Index was studied. As a
result, it was determined that the innovation index has a significant impact on the competitiveness of
the economy. On the example of the economy of Kazakhstan, measures are proposed to stimulate
innovation, which can help to increase its competitiveness.

KeyWOI’dS: competitiveness, integration, innovation, Eurasian Economic Union.

Introduction

Regional economic integration involves the cooperation of individual countries in order to more
effectively use their resources by creating favorable conditions for the implementation of effective
business activities simultaneously in the markets of several countries.

Regional integration is the creation of economic blocks to enhance competition and diversification of
goods. Competitiveness and integration are interrelated processes. When the country is integrated
into regional group, the goal is to obtain a certain positive effect, which should raise the
competitiveness of the national economy, its industries and enterprises. However, this goal can be
realized only under certain conditions. In general, the impact of integration on the competitiveness of
the national economy can be expressed in realizing comparative advantages, economic interests,
reducing production costs through economies of scale, and improving the economic performance of
enterprises and industries primarily at the regional level. However, economic integration affects the
competitiveness of national economies in two ways: towards dynamism and strengthening, and
towards escalating contradictions and reducing competitiveness. Temirbekova et al. (2015)
mentioned, that everything depends on the correctly chosen economic policy, the correct assessment
of the economic and political situation in the country, the presence or absence of economic resources.

According to Chirisa et al. (2014), integration is the process by which a group of states voluntarily
and to varying degrees gain access to each other's markets and creates mechanisms and methods that
minimize conflicts and maximize the internal and external economic, political, social and cultural
benefits of their interaction. This concept can be classified as a function and there are four main types
of integration. The first is regional cooperation; this cooperation for the implementation of joint
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projects, development of common resources facing the rest of the world and joint promotion. The
second is integration in the market, and it provides specialization in accordance with the comparative
advantages of regional organizations, hence increasing the volume of production and trade as a group
in the world. Integration in development is the third. This is the answer to the problems arising from
market integration for social and economic development. The fourth type of integration is regional
integration. Soomer (2003) defined it simply as "a dynamic process that entails the willingness of a
country to share or merge into a larger whole". This means that regional integration comes from the
voluntary actions of the co-operating countries.

Gurova (2008) believes that the larger market formed as a result of integration "allows the companies
of the united countries to get a positive return on the scale of their activities, as well as to establish
closer cooperation, including competitive relations that undermine the positions of the monopolies
and lead to increased efficiency".

Kahouli et al. (2012) identified the static and dynamic effects arising from economic integration. The

static effects that occur soon after the country's accession to the union are:

— the effect of creating a trade or expanding intraregional trade;

— the effect of trade deviation or the reduction of trade with third countries, even if the costs of
production and circulation in these third countries are lower than within the union.

Dynamic effects, emerging gradually in the course of development of integration processes, include:

— expansion of the market of the country in the group, and the resulting increase in the scale of
production, and hence, the reduction of costs per unit of output;

— development of the infrastructure of the participating countries;

— stimulating R&D;

— a gradual rise in the standard of living of the population, especially in economically weaker
countries, and other effects.

No author is unambiguous about the consequences of integration: integration has both positive and
negative effects. In the book by Rusian scientists Kolesov and Osmova (2001) the following were
written on this subject: "International economic integration is a difficult, uneven, contradictory and
lengthy process, because it proceeds within and on the basis of various cultural and historical types of
society; each country has its own historically developed identity, its individual problems and
interests".

Thus, when a country joins an integration grouping, it is necessary to take into account all possible
consequences in order to prevent a decline in the competitiveness of the national economy.

Competitiveness of the EAEU Countries

The Eurasian Economic Union is an international organization established by the Republic of
Belarus, the Republic of Kazakhstan and the Russian Federation with a view to strengthening
national economies and increasing the welfare of the population of the member states of the Union.
Later, the Union included two more states: the Republic of Armenia and the Kyrgyz Republic.

Spheres governed by the Union derive from the objectives of the Union:

— creation of conditions for the stable development of the economies of member states in order to
improve the living standards of their populations;

— the desire to form a single market for goods, services, capital and labor resources within the
Union;

— comprehensive modernization, cooperation and increasing competitiveness of national economies
in the global economy.

Within the new stage of integration - the creation of an economic union - the greatest possible

freedom of movement of goods, services, capital, labor resources will be ensured. The economy
benefits from equal access to services of natural monopolies in the implementation of procurement,
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uniform rules on competition, the deepening of cooperation in the industrial, transport, energy and
agricultural sectors.

Today, 3 years after the founding of the EAEU, it is possible to analyze the results of the economic
development of the participating countries. Evaluation of results for the countries of the Union can be
carried out through the competitiveness of the economies of the countries included in it. The
competitiveness of the economy is estimated using the global competitiveness index.

The global competitiveness index is a global study and the accompanying rating of the countries of
the world in terms of economic competitiveness, calculated according to the methodology of the
World Economic Forum. It defines national competitiveness as the ability of the country and its
institutions to ensure stable economic growth rates that would be sustainable in the medium term.
The authors of the report of global competitiveness emphasize that countries with high levels of
national competitiveness tend to provide a higher level of well-being for their citizens.

Table 1: Rating of the countries of the EAEU on the global competitiveness index, 2012-2018
Country GClI rating
2012-2013 | 2013-2014 | 2014-2015 | 2015-2016 | 2016-2017 2017-
2018
Kazakhstan 51 50 50 42 53 57
Russia 67 64 53 45 43 38
Armenia 82 79 85 82 79 73
Kyrgyzstan 127 121 108 102 111 102
Belarus* 92 98 90 87 84 78
Note - *Evaluation of the Mises Research Center "Strategy", was compiled by the author
on the basis of sources (Global Competitiveness Report 2012-2013, 2013-2014, 2014-2015,
2015-2016, 2016-2017, 2017-2018, Data of Mises Research Center "Strategy")

According to Table 1, almost all the countries-members of the EAEU have improved their positions
in the rating in recent years, with the exception of Kazakhstan, which lost its positions in the last 2
years (from 42 to 57). But among the countries-participants of the EAEU Kazakhstan still occupies
one of the leading positions. The best indicator for Russia is 38 out of 137 in the rating of 2017-2018,
it is worth noting that Russia is rapidly improving its positions every year. Armenia is on the 73rd
position, having improved its position (2012-2013, 82nd position). And the last is followed by
Kyrgyzstan, taking 102nd place in this rating. Nevertheless, Kyrgyzstan showed a significant
improvement in its positions, moving from 127th place in 2012-2013 to 102nd place in 2017-2018.
The rating of Belarus in this report is not calculated, but according to the estimates of the Mises
Research Center, Belarus ranks 78th in the rating, improving its indicator annually.

Representatives of the World Economic Forum indicate that the competitiveness of national
economies is determined by numerous and very diverse factors. The global competitiveness index is
compiled on the basis of 113 variables, which in detail characterize the competitiveness of the
countries of the world located at different levels of economic development. The combination of two-
thirds of the variables consists of the results of a global survey of company executives (to cover a
wide range of factors affecting the business climate in the countries under study), and one third of the
public sources (statistics and research results carried out on a regular basis by international
organizations). All variables are combined into 12 benchmarks that determine national
competitiveness:

Institutions

Infrastructure
Macroeconomic environment
Health and primary education
Higher education and training
Goods market efficiency

kLN =
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7. Labor market efficiency

8. Financial market development
9. Technological readiness

10. Market size

11. Business sophistication

12. Innovation

The choice of these variables is determined by theoretical and empirical research, and no single factor
is able to ensure the competitiveness of the economy alone. Thus, the effect of increasing educational
expenditures can be reduced due to the inefficiency of the labor market, other institutional
weaknesses and, as a consequence, the lack of opportunities for graduates to be suitably employed.
Attempts to improve the macroeconomic environment, for example, to optimize control over public
finances, will be successful only with due transparency of the financial management system, the
absence of corruption and large-scale violations. Entrepreneurs will introduce new technologies only
if the potential profit exceeds the necessary investments. Thus, according to the conclusions of the
World Economic Forum, the most competitive economies are those countries that are able to pursue a
comprehensive policy, take into account the full range of factors and the interrelations between them.

Let's consider in detail each participating country of the EAEU for 12 benchmarks that determine
national competitiveness, according to the global competitiveness report 2017-2018.

Institutions
6
Innovation Infrastructure

Business Macroeconomic
sophistication environment
. Health and
Market size . .
primary education
Technological Higher education
readiness and training
Financial market Goods market
development efficiency
Labor market
efficiency
=—@—Kazakhstan Russia  ==#=Armenia ====Kyrgyzstan

Fig. 1: The countries of the EAEU for 12 benchmarks, 2017-2018

Note — compiled by the author on the basis of the source (The Global Competitiveness Report 2017-
2018)

According to figure 1, for the EAEU member countries, the highest scores are observed for the
indicator "health and primary education," and the lowest for "innovation". In Russia, the indicator
"market size" is also high, and the worst estimates are based on indicators of institutional quality and
innovative capacity. Kazakhstan demonstrates the best estimates in this group of countries for several
indicators: labor market efficiency and quality of institutions. The lowest estimates for virtually all
indicators among the EAEU member countries are shown by Kyrgyzstan, especially in terms of
infrastructure and technological development.

4182



Innovation Management and Education Excellence through Vision 2020

According to the global competitiveness report, three stages of development are identified: the stage
of factors, the stage based on the growth of efficiency and the stage of innovation, and two transition
phases (Table 2). In accordance with the well-known economic theory about the stages of
development, at the first stage the economy develops at the expense of factors and the countries
compete on the basis of the availability of factors - mainly natural resources and unskilled labor. The
maintenance of competitiveness at this stage largely depends on the level of functioning of public
private institutions, developed infrastructure, stable macroeconomic environment and labor, which
received at least a basic education.

As the country becomes more competitive, productivity and wages will increase. The country will
pass to the stage of efficiency growth, when it is necessary to develop more modern production
processes and improve the quality of products. At this stage, competitiveness depends on higher
education and training, the efficiency of the commodity market, the level of functioning of the labor
market, the development of the financial market, the ability to generate income from existing
technologies and the size of domestic and foreign markets.

After the stage of increasing efficiency, countries are transitioning to the stage of innovation. At this
stage, wages will rise so high that it will be possible to maintain it and become habitually standard of
living only if the business competes, offering new and unique products, through new and complex
production processes.

Table 2: Country development stages according to the global competitiveness report

Index 1-stage: The 2-stage: The 3-stage:
factor transition efficiency transition the stage
stage from the growth stage from the of

1-stage to 2-stage to | innovation

the 2- the 3-

stage stage
GDP per capita, <2000 2000 - 3000 - 8999 9000 - > 17000
USD 2999 17000
Share of basic 60 40-60 40 20-40 20
requirements, %
Share of growth 35 35-50 50 50 50
factors, %
Share of 5 5-10 10 10-30 30
innovation
factors, %
Note — based on source (Attachment A of the Global Competitiveness Report 2017-2018)

In accordance with the global competitiveness report 2017-2018 Kyrgyzstan is at the first stage - the
stage of development due to factors. Armenia and Russia are at the development stage on the basis of
efficiency growth, and Kazakhstan has significantly passed its positions in the last rating and is in the
transition stage from the 1st to the 2nd. According to the International Monetary Fund, the GDP per
capita in Kazakhstan in April 2017 was 7453$. With such GDP per capita, Kazakhstan should be in
the second stage of development, but for the distribution of countries at the development stage, two
criteria are used. First, it is the level of GDP per capita at market exchange rates. The second criterion
is used to adjust for countries that, on the basis of income, will go beyond the first stage, but where
prosperity is based on the extraction of resources. This is measured by the share of exports of raw
materials in total exports (goods and services) and assumes that countries with more than 70 percent
of their exports, consisting of mineral products (measured using a five-year average), are in the
development stage on the basis of factors.

Thus, it can be noted that the member countries of the EAEU rank low in the global competitiveness
ranking. Russia and Kazakhstan show the best results (38th and 57th places, respectively) in the
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group. Armenia (73rd place) and Kyrgyzstan (102nd in the rating) are followed by. As it was
mentioned earlier, the competitiveness of the Republic of Belarus is not evaluated.

Statistical Data and Analysis

One of the controversial issues that arise when discussing the competitiveness of countries is the
issue of factors affecting the competitiveness indicator and the degree of their importance. According
to the authors of the study of the Lausanne Institute for Management Development, (IMD), the real
engines of the country's competitiveness are science, technology, entrepreneurship, finance, logistics
and education.

The multiple regression equation will be constructed next to determine to what extent individual
factors affect the competitiveness rating. The main goal of econometric analysis is to build a model,
while determining the influence of each factor separately, as well as their combined effect on the
indicator under study.

To calculate the degree of dependence of competitiveness on other factors, a sample of fifty countries
was used in the global competitiveness report 2017-2018. As factors influencing the competitiveness
of countries, the following were singled out:

— Global Innovative Index Report (GII) (Global Innovative Index Report 2017);

— Index of Economic Freedom (IEF) (Index of Economic Freedom Report 2018);

— Logistics Performance Index (LPI) (LPI Latest Ranking).

To calculate the regression parameters, we construct a calculation table, where - the factor attributes —
GII, IEF, LPI, and the resultant attribute is the Global Competitiveness Index.

Table 3: Interdependence of the rating of competitiveness and factors

Countries and associations I GCI | GII | IEF I LPI
EAEU

Kazakhstan 4,35 31,5 69,1 2,75
Russia 4,64 38,8 58,2 2,57
Armenia 4,19 35,7 68,7 2,21
Kyrgyzstan 3,9 28 62,8 2,16
EU

Austria 5,25 53.1 71.8 4.1
Belgium 5,23 49,9 67.5 4,11
Bulgaria 4,46 42,8 68,3 2,81
United Kingdom 5,51 60,9 78 4,07
Hungary 4,33 41,7 66,7 3,43
Germany 5,65 58,4 74,2 4,23
Greece 4,02 38,8 57,3 3,24
Denmark 5,39 58,7 76,6 3,82
Ireland 5,16 58,1 80,4 3,79
Spain 4,7 48,8 65,1 3,73
Italy 4,54 47 62,5 3,76
Cyprus 4,3 46,8 67,8 3
Latvia 4.4 44,6 73,6 3,33
Lithuania 4,58 41,2 75,3 3,63
Luxembourg 5,23 56,4 76,4 4,22
Malta 4,65 50,6 68,5 3,07
Netherlands 5,66 63,4 76,2 4,19
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Poland 4,59 42 68,5 3,43
Portugal 4,57 46,1 63,4 3,41
Romania 4,28 39,2 69,4 2,99
Slovakia 4,33 434 65,3 3,34
Slovenia 4,48 45,8 64,8 3,18
Finland 5,49 58,5 74,1 3,92
France 5,18 54,2 63,9 3,9
Continuation of table 3

Countries and associations GCI GIl IEF LPI
Croatia 4,19 39,8 61 3,16
Czech Republic 4,77 51 74,2 3,67
Sweden 5,52 63,8 76,3 4,2
Estonia 4,85 50,9 78,8 3,36
NAFTA

Canada 5,35 53,7 77,7 3,93
USA 5,85 61,4 75,7 3,99
Mexico 4,44 35,8 64,8 3,11
ASEAN

Brunei 4,52 32,9 64,2 2,87
Vietnam 4,36 38,3 53,1 2,98
Indonesia 4,68 30,1 64,2 2,98
Cambodia 3,93 27 58,7 2,8
China 5 52,5 57,8 3,66
India 4,59 35,5 54,5 3,42
Malaysia 5,17 42,7 74,5 3,43
Singapore 5,71 58,7 88,8 4,14
Thailand 4,72 37,6 67,1 3,26
Philippines 4,35 32,5 65 2,86
MERCOSUR

Argentina 3,95 32 52,3 2,96
Brazil 4,14 33,1 51,4 3,09
Paraguay 3,71 30,3 62,1 2,56
Uruguay 4,15 34,5 69,2 2,97
Chile 4,71 38,7 75,2 3,25
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Fig. 2: Average values of the indices of each integration association

The average values were calculated to compare the performance of each integration association. For
each of the indices the leading position is occupied by NAFTA, the EU lags behind, ASEAN is at an
average level, and the EAEU and MERCOSUR have practically the same indicators and are quite
low compared to other groups of countries. But it should be noted that in NAFTA the indicators of

Mexico are low, but in integration with the USA and Canada this association has a high level.
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Fig. 3: Interrelation of the global competitiveness index with each factor

Let us examine the connection between GCI and GII, IEF and LPI on the basis of sample data from
50 countries included in different integration associations. Let us construct the multiple regression
equation:

GCI = 0,022 GII + 0,014 IEF + 0,375 LPI + 1,525, R? =0,83
(0,007) (0,006) (0,122) (0,343)

The standard errors are indicated in the parentheses below the estimated coefficients. The coefficient
of determination R? = 0,83, this means that the quality of the regression equation as a whole is quite
high. The remaining 17% of GCI changes are explained by factors not included in the model (as well
as specification errors).

The estimated coefficients for the GII and LPI variables are statistically significant at the 1 percent
level, and at the IEF significance at the 5 percent level.

tG” = 3,14, tIEF = 2,33, tLPI = 3,07

It follows that there is a statistically significant relationship between GCI and GII, IEF, LPI. As a
result of the constructed model, it is seen that an increase in GII per unit leads to an increase in GCI
by 0.022 units.

Thus, we can conclude that the real engines of the country's competitiveness, as already noted, are
innovations, economic freedom and logistics. It is against these factors that a high and close
correlation is observed with the indicator of competitiveness. At the same time, the highest
correlation coefficient is observed in the innovation index and the competitiveness index. The next
factors on the degree of influence on the competitiveness index are the logistics efficiency index and
the rating of economic freedom.

Discussion

The modern innovation process is very complex, dynamic and global, requiring new meters to form
an effective innovation policy. With the help of international comparisons, it is possible to identify
both the strength and weakness of measures aimed at the formation of a national innovation system.
This also gives an opportunity to develop new directions of innovation policy, among which:

— improvement and development of indicators characterizing innovation activity, taking into
account the completeness, complexity of the modern innovation process and the dynamism of the
processes of globalization;

— activation of the formation of integration processes in the scientific and innovative sphere, the use
of various forms of cooperation between the research sector, education and business;
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— use of public-private partnership mechanisms to involve small businesses in innovation processes,
development of new forms of cooperation;

— expansion of the instruments for stimulating innovation. Most of them are directed to traditional
sectors of the economy, to companies focused on the public sector, which limits the tasks of
economic restructuring;

— increasing the innovative segment in public procurement, motivating companies to innovate by
strengthening requirements in the framework of technical regulation.

The importance of the problem of increasing competitiveness and its relationship with innovation is
emphasized in many key documents that determine the ways and directions of the economic
development of the republic. Thus, in the state program of industrial and innovative development of
the Republic of Kazakhstan for 2015-2019 the main goal was to stimulate diversification and increase
competitiveness on the basis of giving a new level of technology to priority sectors and the formation
of innovative clusters (the State Program of Industrial and Innovative Development of the Republic
of Kazakhstan for 2015-2019).
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Fig. 4: Level of innovation activity of enterprises and organizations in Kazakhstan for 2004 -
2016, %

Note — compiled from the source (Data of the Statistics Committee of the Ministry of National Economy of the
Republic of Kazakhstan)

Let's consider the current state of innovation activity in the Republic of Kazakhstan. Figure 4 shows

that the innovative activity of enterprises in Kazakhstan has increased significantly since 2004, and
has a constant trend towards growth, but still at a low level.
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Fig. 5: Share of innovative products produced in relation to GDP in Kazakhstan for 2004-2016,
%

Note — compiled from the source (Data of the Statistics Committee of the Ministry of National Economy of the
Republic of Kazakhstan)

The graph above shows that in the last 2 years the output of innovative products has declined. This is
due to the lack of funding for R & D. To improve the quality of innovative activities, scientific
research should be developed.

The modern processes of globalization and the slow pace of world economic growth make it
necessary to search for new sources of development. In this regard, factors such as science,
technology and innovation that contribute to increasing the level of competitiveness of the national
economy, come to the fore.

Success in the market is provided, as a rule, by "basic" or "radical" innovations, based on the
implementation of fundamentally new technical and technological solutions. It should be noted that
in our republic the modernization of existing production facilities, taking into account modern
requirements, often acts as a strategy of "catching up" development, since "improving" innovations
predominate, the degree of novelty in which is not so high and the changes are superficial and
external. Accordingly, the effectiveness in the innovation sphere remains low.

To increase innovation activity, which will lead to an increase in the competitiveness of the economy,
we propose the following measures:

— to build an effectively functioning vertical of interaction between science and engineering with an
integrated mechanism for investing innovative projects; in this spectrum of solution of the problem
we are talking about the modernization of the basic industries (oil and gas, petrochemical, energy,
transport, telecommunications, etc.). As a result, a matrix system of interaction between science and
various types of engineering is formed-from production (development of the type of a new product,
know-how) to a service system with implementation in the basic branches of the economy. The
vertical bundle includes fundamental, applied science, various types of engineering - production,
production, service. As a result, a matrix of productions is formed, consisting of scientific,
engineering, manufacturing companies linked by supply chains of products, services, human
resources, etc .;

— create at least one domestic company or a joint venture with a dominant position of the Kazakh
side at each level of the matrix of science and engineering in basic industries, since in a real network
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of interaction between science and production in the basic branches of the Republic there are mainly
foreign companies;

— intensify the activity of development institutions in the field of financing and attracting
investments in the implementation of innovative projects;

— improve tax management tools for innovation processes. It is advisable to practice foreign
experience of tax regulation of innovative development: exemption from taxation of profits received
from the implementation of innovative projects; discount on profit in the amount of investment in
new equipment and construction; discount from income tax in the amount of expenditure on R & D.

Conclusion

After analyzing the competitiveness of the EAEU member countries and the factors that determine it,
it can be concluded that in the countries surveyed, the competitiveness of both individual countries
and the group as a whole, relative to the world competitiveness indicators, is low. In the global
competitiveness rating, the countries participating in the EAEU take a middle position both for
certain factors and for the index of global competitiveness.

For each of the factors that affect the competitiveness of the economy, the leading position is
occupied by NAFTA, followed by the EU, ASEAN is at an average level, and EAEU and
MERCOSUR have practically the same indicators and are quite low compared to other groups of
countries. To increase competitiveness in the global market of the EAEU in general and separately
each participating country should adopt foreign experience from such associations as NAFTA and the
EU, especially in the policy of innovation activity development.

Based on the analysis of the competitiveness rating, a number of directions of its increase are
revealed through stimulation of innovation activity. Kazakhstan's national interests require the
provision of comprehensive security in the implementation of innovation policies across the
spectrum. Kazakhstan needs to act without delay in order to avoid the growth of the technological
gap, a hopeless lag from competitors and the growth of dependence. Moreover, there is a favorable
innovative climate in the country and the corresponding infrastructure is being actively formed.
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